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Independent Auditor's Report 

Board of Road Commissioners 
Berrien County Road Commission 
 
 
We have audited the accompanying basic financial statements of the Berrien County Road 
Commission (a component unit of Berrien County, Michigan) as of and for the year ended 
September 30, 2004, as listed in the table of contents.  These basic financial statements are the 
responsibility of the Road Commission's management.  Our responsibility is to express an opinion on 
these financial statements based on our audit. 

We conducted our audit in accordance with generally accepted auditing standards and Government 
Auditing Standards issued by the Comptroller General of the United States.  Those standards require 
that we plan and perform the audit to obtain reasonable assurance about whether the financial 
statements are free of material misstatement.  An audit includes examining, on a test basis, evidence 
supporting the amounts and disclosures in the financial statements.  An audit also includes assessing 
the accounting principles used and significant estimates made by management, as well as evaluating 
the overall financial statement presentation.  We believe that our audit provides a reasonable basis 
for our opinion.   

In our opinion, the basic financial statements referred to above present fairly, in all material respects, 
the financial position of the Berrien County Road Commission at September 30, 2004 and the results 
of its operations for the year then ended, in conformity with accounting principles generally accepted 
in the United States of America. 

The Management’s Discussion and Analysis and the Required Supplementary Information presented 
on page 23 are not a required part of the basic financial statements, but are supplemental 
information required by the Governmental Accounting Standards Board.  We have applied certain 
limited procedures, which consisted principally of inquiries of management, regarding the methods of 
measurement and presentation of the supplemental information.  However, we did not audit the 
information and express no opinion on it. 



Board of Road Commissioners 
Berrien County Road Commission 
 
 

   2 

Our audit was made for the purpose of forming an opinion on the basic financial statements taken as 
a whole.  The other supplementary information listed in the table of contents is presented for the 
purpose of additional analysis and is not a required part of the basic financial statements of the 
Berrien County Road Commission.  This information has been subjected to the procedures applied 
in the audit of the basic financial statements, and, in our opinion, is fairly stated in all material respects 
in relation to the basic financial statements taken as a whole.   

 

 

January 5, 2005 
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Management’s Discussion and Analysis 

This section of the Berrien County Road Commission’s (the “Road Commission”) annual financial 
report presents our discussion and analysis of the Road Commission’s financial performance during 
the fiscal year that ended on September 30, 2004.  Please read it in conjunction with the Road 
Commission’s financial statements, which follow this section. 

Financial Highlights 

• The Road Commission’s total net assets increased by $7,569,371. 
• Total revenue sources for the year of $15.2 million exceeded expenditures of $8.8 million by 

$7.6 million before the inclusion of the contribution of infrastructure. 
• $6.7 million was invested in capital assets during the year. 
 
Overview of the Financial Statements 

This annual report consists of a series of financial statements. The Governmental Funds balance 
sheet/statement of net assets presents all governmental activities of the Road Commission, 
presented first by fund on a modified accrual basis, and then in total on a full accrual basis. The 
modified accrual fund-based columns present a short-term view of the Road Commission; they tell 
us how much is available for future spending. The total full accrual column is intended to present a 
longer-term view, and tells us whether taxpayers have funded the full cost of providing services to 
date.  
 
The statement of Governmental Fund revenue, expenditures, and changes in fund balances/ 
statement of activities also presents all governmental activities of the Road Commission, presented 
first by fund on a modified accrual basis, and then in total on a full accrual basis. The modified accrual 
fund-based columns tell us how the taxpayers' money was spent during the year, while the total full 
accrual column tells us the cost of providing services this year, as well as whether taxpayers paid the 
full cost of providing services this year.  
 
The financial statements also include notes that explain some of the information in the financial 
statements and provide more detailed data.  The statements are followed by a section of required 
supplementary information that further explains and supports the information in the financial 
statements.  In addition to these required elements, we have included a section with more detail 
regarding revenue, expenditures and changes in fund balances. 
 



Berrien County Road Commission 

   4 

Management’s Discussion and Analysis (Continued) 

Financial Analysis of the Road Commission as a Whole 
 
Net Assets - The Commission’s combined net assets increased during 2004 by $7.6 million ending 
the year at $21.6 million.  The table below shows the composition of the Road Commission’s net 
assets at September 30, 2004. 
 

2004 2003

Current and other assets 7,370,884$      6,723,644$      
Capital assets 19,083,352      12,497,845      

Total assets 26,454,236      19,221,489      

Long-term liabilities outstanding 3,365,792        3,678,073        
Other liabilities 1,465,551        1,489,894        

Total liabilities 4,831,343        5,167,967        

Net assets:
Invested in capital assets, net of related debt 15,224,179      8,345,372        
Restricted for debt service 282,666           276,335           
Unrestricted 6,116,048        5,431,815        

Total net assets 21,622,893$ 14,053,522$ 

 Governmental Activities 

 

Changes in Net Assets - The Road Commission’s change in net assets was primarily due to the 
capitalization of current year infrastructure expenditures included in capital assets.  Infrastructure 
consists of constructing or reconstructing roads, bridges, and intersections.  Other changes include 
various revenue sources and expense categories as shown on the next page.   
 
The Michigan Transportation Fund revenue is a statutory formula that is structured to share various 
fuel tax and license fees collected by the State of Michigan with Cities, Road Commissions and the 
Michigan Department of Transportation.  This revenue item is the primary source of revenue for 
the Road Commission.  For 2004, there was a $1.0 million increase in Michigan Transportation fund 
receipts.  Federal and State Aid revenue decreased by $1.7 million in 2004 due to deferred 
construction and heavy maintenance projects and a decrease in transportation improvement grants. 
The variations in other revenues from year to year represent normal fluctuations in business activity. 
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Management’s Discussion and Analysis (Continued) 

The expenditures were generally consistent with last year.  Maintenance, the largest of the 
categories, includes activities on all Local, Primary and State Trunkline roads.  The variations of 
maintenance expenditures from year to year are generally a result of the variation of requirements 
for winter maintenance.  The Road Commission maintains 998 miles of local roads, 475 miles of 
primary roads and 9.5 lane miles of state trunkline roads. 
 

2004 2003
Revenue:

State aid - Act 51 11,322,156$    10,388,379$    
Federal/state sources 2,301,039        4,013,660        
Revenue from local governments 2,748,200        2,842,456        

Total revenue 16,371,395      17,244,495      

Expenses:
Maintenance 6,584,130        7,270,005        
Administrative 971,101           912,972           
Depreciation 1,529,323        1,250,425        
Interest and other (282,530)          (214,467)          

Total expenses 8,802,024        9,218,935        

Change in net assets 7,569,371$   8,025,560$   

 Governmental Activities 
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Management’s Discussion and Analysis (Continued) 

Financial Analysis of Commission’s Funds 

The Road Fund balance ended the year at $4,629,938 which is $1,050,980 more than the previous 
year.  Portions of this balance are reserved for anticipated needs in the near future.  The total 
reserved fund balance is $504,000.  The remaining unreserved fund balance is $4.1 million, which is 
up from the previous year amount of $3.0 million. 
 
Road Fund Budgetary Highlights 
 
The Road Commission amended its 2004 budget on one occasion during the year to reflect changes 
in budgeted projects and activities.  The final expenditure budget was $1.6 million lower than the 
original budget primarily as a result of deferred construction and heavy maintenance projects.  These 
delayed expenditures of construction and heavy maintenance are partially funded by Federal and 
State Aid and is the cause for the reduced revenue from these sources. 
 
Capital Assets 
 
The Commission had $19,083,352 in net capital assets at the end of the year, which includes $12.0 
million of infrastructure activities.  The first year of implementing GASB 34 which requires 
infrastructure reporting was 2003.  Capital assets reflected in 2004 include both 2003 and 2004 
infrastructure reporting. Subsequent reports will include the previous twenty years of infrastructure 
activities. 
 

2004 2003

Land and land improvements 4,205,848$      2,811,235$      
Buildings and storage bins 661,609           661,187           
Road equipment 1,828,218        1,919,834        
Other equipment 352,940           398,367           
Infrastructure 12,034,737      6,707,222        

Total 19,083,352$ 12,497,845$ 

Governmental Activities
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Management’s Discussion and Analysis (Continued) 

Economic Factors and Next Year’s Budget 
 
The general economic slowdown could result in the Michigan Transportation Fund (MTF) revenues 
being lower for 2005 than the actual amount received in 2004.  Lower interest rates earned by cash 
reserves are not expected to increase at any significant pace.  While neither is anticipated, a stronger 
recovery from the recession or any tightening on credit by the Federal Reserve Bank should have a 
positive effect on projected revenues.   
 
World political conditions may affect crude oil prices that may affect the Road Commission‘s costs of 
fuel for operations and asphalt paving prices.  A significant cost increase in these commodities may 
result in workload adjustments and project deferrals.   
 
Contacting the Road Commission’s Financial Management 
 
This financial report is designed to provide a general overview of the Road Commission’s finances 
and accountability of the public trust.  Questions regarding any of the information provided in this 
report or requests for additional information should be addressed to the Director of Finance, 
Berrien County Road Commission, PO Box 768, Benton Harbor, MI  49023-0768 or visit our web 
page at:  www.roadcommission.com.   
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Governmental Funds Balance Sheet/Statement of Net Assets 
September 30, 2004 

Governmental 
Fund - Road Fund

Adjustments  
(Note 2)

Statement of Net 
Assets

Assets

Cash and investments (Note 3) 3,258,141$         -   $                     3,258,141$         
Restricted cash - debt service (Note 3) 282,666               -                          282,666               
Due from other government units 2,094,420            -                          2,094,420            
Special assessment receivable 515,252               -                          515,252               
Inventory 762,930               -                          762,930               
Prepaid expenses 221,732               -                          221,732               
Deferred expense 217,677               -                          217,677               
Surplus properties 18,066                 -                          18,066                 
Capital assets - Net (Note 4):

Assets being depreciated -                             14,877,504       14,877,504         
Assets not being depreciated -                             4,205,848         4,205,848            

Total assets 7,370,884$      19,083,352$  26,454,236$    

Liabilities And Fund Balances

Liabilities
Accounts payable and accrued liabilities 491,232$             -   $                     491,232$             
Advances 388,721               -                          388,721               
Deferred revenue (Note 5) 1,858,993            (1,858,993)        -                             
Escrow 2,000                    -                          2,000                    
Long-term debt, due within one year (Note 7) -                             583,598            583,598               
Long-term debt, due in more than one year (Note 7) -                             3,275,575         3,275,575            
Compensated absences (Note 6) -                             90,217               90,217                 

Total liabilities 2,740,946            2,090,397         4,831,343            

Fund Balances
Reserved for debt service 282,666               (282,666)           -                             
Reserved for prepaid expenses 221,732               (221,732)           -                             
Unreserved 4,125,540            (4,125,540)        -                             

Total fund balances 4,629,938            (4,629,938)        -                             

Total liabilities and fund balances 7,370,884$      

Net Assets
Investments in capital assets - Net of related debt 15,224,179       15,224,179         
Restricted for debt service 282,666            282,666               
Unrestricted 6,116,048         6,116,048            

Total net assets 21,622,893$  21,622,893$     
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Statement of Governmental Revenues, Expenditures, and  
Changes in Fund Balance/Statement of Activities 

Year Ended September 30, 2004 

Governmental 
Fund - Road Fund

Adjustments  
(Note 2)

Statement of Net 
Assets

Revenue
State aid - Act 51 11,322,156$          -   $                     11,322,156$       
Federal/state sources 2,530,565              (229,526)             2,301,039           
Revenue from local governments 1,047,733              -                          1,047,733           
Special assessments 128,813                 (128,813)             -                          
Contribution in-kind 22,877                   -                          22,877                
Contribution of Infrastructure -                             1,457,015           1,457,015           
Gain on sale of assets -                             66,321                66,321                
Interest, fees and other revenue 154,254                 -                          154,254              

Total revenue 15,206,398            1,164,997           16,371,395         

Expenditures
Current:

Primary construction 4,357                     (4,357)                 -                          
Primary heavy maintenance 2,211,663              (2,211,663)          -                          
Primary heavy maintenance - safety 7,932                     (7,932)                 -                          
Primary heavy maintenance - bridges 738,318                 (738,318)             -                          
Local heavy maintenance 691,320                 (691,320)             -                          
Local heavy maintenance - bridges 1,235,502              (1,235,502)          -                          
Primary maintenance 3,776,800              (474,134)             3,302,666           
Local maintenance 3,716,359              (434,895)             3,281,464           
Charges for services 57,847                   -                          57,847                
Administrative 1,030,619              (59,518)               971,101              
Net capital outlay (110,510)                110,510              -                          
Less equipment rental charged to other expenditures 412,455                 (934,720)             (522,265)             
Depreciation expense -                             1,529,323           1,529,323           

Debt service:
Principal retirement 675,300                 (675,300)             -                          
Interest/fees 181,888                 -                          181,888              

Total expenditures 14,629,850            (5,827,826)          8,802,024           

Revenue over Expenditures/Expense 576,548                 6,992,823           7,569,371           

Other Financing Sources

Proceeds from sale of assets 92,432                   (92,432)               -                          
Long-term debt proceeds 382,000                 (382,000)             -                          

Total other financing sources 474,432                 (474,432)             -                          

Change in Fund Balance/Net Assets 1,050,980              6,518,391           7,569,371           

Fund Balance/Net Assets - Beginning of year 3,578,958              10,474,564         14,053,522         

Fund Balance/Net Assets - End of year 4,629,938$         16,992,955$    21,622,893$    
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Note 1 – Significant Accounting Policies 

The Road Commission (a component unit of Berrien County, Michigan) is a 
governmental agency responsible for the maintenance and construction of the County 
road system in Berrien County.  The Road Commission's financial statements will be 
included in the general purpose financial statements of the County of Berrien, Michigan. 

The accounting policies of the Road Commission conform to accounting principles 
generally accepted in the United States of America as applicable to governmental units.  
The following is a summary of the significant accounting policies: 

Basic Financial Statements – Government-Wide and Fund Financial 
Statements 

The government-wide financial statements (i.e. the statement of net assets and the 
statement of activities) report information on all of the activities of the Road 
Commission.  The Road Commission consists solely of governmental-type activities; no 
business-type activities exist. 

The fund financial statements are provided for governmental funds, and have been 
separately stated in conjunction with the governmental-wide financial statements. 

Major individual governmental funds are reported as separate columns in the fund 
financial statement. 

Measurement Focus, Basis of Accounting and Financial Statement 
Presentation 

The government-wide financial statements are reported using the economic resources 
measurement focus and the accrual basis of accounting.  Revenue is recorded when 
earned and expenses are recorded when a liability is incurred, regardless of the timing of 
related cash flows.  Grants and similar items are recognized as revenue as soon as all 
eligibility requirements imposed by the provider have been met.   

Governmental fund financial statements are reported using the current financial 
resources measurement focus and the modified accrual basis of accounting.  Revenue is 
recognized as soon as it is both measurable and available.  Revenue is considered to be 
available if it is collected within the current period or soon enough thereafter to pay 
liabilities of the current period.  For this purpose, the Road Commission considers 
revenue to be available if they are collected within 60 days of the end of the current 
fiscal period.  Revenue related to construction projects and inspection work orders is 
recognized when the related costs are incurred, subject to the availability criterion.  
Other revenue is recorded when received.   
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Note 1 – Significant Accounting Policies (Continued) 

Expenditures are generally recorded when a liability is incurred, as under accrual 
accounting.  However, debt service expenditures, as well as expenditures related to 
compensated absences and claims and judgments, are recorded only when payment is 
due. 

Noncurrent receivables, such as special assessments, are recorded at full value and 
deferred revenue is recorded for the portion not available for use to finance operations 
as of year-end. 

Interest earned on investments is recorded on the accrual basis.  Interest revenue on 
special assessment receivables is not accrued until its due date.   

Cash and Investments – Cash and cash equivalents are considered to be cash on 
hand, demand deposits and short-term investments with a maturity of three months or 
less when acquired.  Investments are reported at fair value, based on quoted market 
prices.   

Inventory and Prepaid Items – Inventory, principally consisting of road material, salt, 
signs and equipment maintenance materials, is valued at average cost.  Inventories of 
governmental funds are recorded as expenditures when consumed rather than when 
purchased.  Certain payments to vendors reflect costs applicable to future fiscal years 
and are recorded as prepaid items in both government-wide and fund financial 
statements. 

Capital Assets – Capital assets, which include property, plant, equipment, and 
infrastructure assets (e.g. roads, bridges, culverts, and similar items), are reported in the 
government-wide financial statements.  Capital assets are defined by the Road 
Commission as assets with an initial individual cost of more than $1,000 and an 
estimated useful life of three years or more.  Such assets are recorded at historical cost 
or estimated historical cost if purchased or constructed.  Donated capital assets are 
valued at estimated fair market value at the date of donation. 
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Note 1 – Significant Accounting Policies (Continued) 

Capital assets are depreciated using the straight-line or units of production methods 
over the following useful lives: 

Methods
Useful Lives-

Years

Buildings Straight-line 40
Salt storage bins Units of production Various
Road equipment Sum of years-digits 5-8
Other equipment Straight-line 10-20
Roads Straight-line 5-30
Other infrastructure Straight-line 12-50  

Compensated Absences (Vacation and Sick Leave) – It is the Road Commission’s 
policy to allow employees to accumulate earned but unused vacation pay benefits.  All 
vacation pay is accrued when incurred in the government-wide financial statements.  A 
liability for these amounts is reported in governmental funds only for employee 
terminations as of year-end.  The Road Commission does not accrue for unused sick 
pay benefits. 

Long-term Obligations – Long-term debt and other long-term obligations are 
reported as liabilities in the government-wide financial statement columns. Bond 
premium and discounts, as well as issuance costs, are deferred and amortized over the 
life of the bonds using the effective interest method.  Bonds payable are reported net of 
the applicable bond premium or discount.  Bond issuance costs are reported as deferred 
charges and amortized over the term of the related debt.  As permitted by GASB 
Statement No. 34, the Road Commission has elected to apply the provisions related to 
bond premiums, discounts, and issuance costs on a prospective basis.   

In fund financial statements, governmental fund types recognize bond premiums and 
discounts, as well as bond issuance costs, during the current period.  The face amount 
of the debt issued is reported as other financing sources.  Premiums received on debt 
issuances are reported as other financing sources while discounts are reported as other 
financing uses.  Issuance costs are reported as debt service expenditures. 

Other accounting policies are disclosed in the following notes to financial statements. 
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Note 2 – Reconciliation of Government-Wide and Fund Financial 
Statements 

Amounts reported in the government-wide financial statement column are different 
from amounts reported in the governmental fund column because of the following: 

Governmental funds - fund balance 4,629,938$    

Capital assets used in governmental activities are not financial 
resources, and are not reported in the funds 19,083,352    

Special assessment receivables and due from Federal government
not collected are not available to pay for current year expenditures
within 60 days of year-end 1,858,993      

Long-term liabilities are not due and payable in the current period
and are not reported in the funds (3,859,173)     

Compensated absences and provision for workers' compensation
and health uninsured losses are not reported in the funds (90,217)          

Government-wide net assets 21,622,893$   
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Note 2 – Reconciliation of Government-Wide and Fund Financial 
Statements (Continued) 

Net change in fund balances - Total Governmental Funds 1,050,980$   

Governmental funds report capital outlay as expenditures; in the 
statement of activities, these costs are allocated over their 
estimated useful lives as depreciation       5,152,526 

Contributions of infrastructure are recorded in the statement of
activities, but are not recorded in the governmental fund       1,457,015 

In the statement of activities, only the gain on the sale of capital 
 assets  is reported, whereas in the governmental funds, the 
 proceeds from the  sale are reported.  Therefore, the change in 
 net assets differs from the change in fund balance by the net book 
 value of the assets sold          (26,111)

Repayment of bond principal, net of bond proceeds,  is an 
 expenditure in the governmental funds, but not in the statement 
 of activities (where it reduces long-term debt) 293,300        

In the governmental funds, special assessment and grant receipts not
 collected within 60 days of year-end are not available to pay for 
 current year expenditures, whereas in the statement of activities, 
 revenue is  recognized when earned        (358,339)

Change in net assets of governmental activities 7,569,371$    
Note 3 – Cash and Investments 

The Road Commission’s deposits and investments are included on the balance sheet 
under the following classifications: 

Cash and investments 3,258,141$      
Restricted Cash 282,666           

Total 3,540,807$       
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Note 3 – Cash and Investments (Continued) 

The above amounts are classified by Governmental Accounting Standards Board 
Statement Number 3 in the following categories: 

Deposits 755,156$         
Investments 2,785,651        

Total 3,540,807$       

Deposits 

All banking transactions are handled by the Berrien County Treasurer.  The above 
deposits were reflected in the accounts of the bank (without recognition of checks 
written but not yet cleared or of deposits in transit) at $792,288.  Of that amount, 
$39,365 was covered by federal depository insurance and $752,923 was uninsured and 
uncollateralized.  The Road Commission believes that due to the dollar amounts of cash 
deposits and the limits of FDIC insurance, it is impractical to insure all bank deposits.  As 
a result, each financial institution is evaluated and the level of risk of each institution is 
assessed; only those institutions with an acceptable estimated risk level are used as 
depositories. 

Investments 

The Road Commission is authorized by Michigan Public Act 20 of 1943 (as amended) to 
invest surplus monies (of nonpension funds) in U.S. bonds and notes, certain 
commercial paper, U.S. government repurchase agreements, bankers’ acceptances and 
mutual funds, and investment pools that are composed of authorized investment 
vehicles. 

The Road Commission’s investments during the year consisted of federal securities held 
in County pooled investments.   

Investments are normally categorized to give an indication of the level of risk assumed 
by the Road Commission; however, County pooled investments are not categorized 
because they are not evidenced by securities that exist in physical or book entry form.  
The Road Commission believes that the investments in these funds comply with the 
investment authority noted above.   
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Note 4 – Capital Assets 

Capital asset activity for the current year was as follows: 

 Beginning 
Balance  Increases  Decreases 

 Ending 
Balance 

Governmental Activities:

Capital assets not being depreciated -
Land and land improvements 2,811,235$     1,394,613$ -   $               4,205,848$     

Capital assets being depreciated -
Buildings and storage bins 1,999,680        62,017         -                     2,061,697        
Road equipment 9,374,381        816,848       365,366       9,825,863        
Other equipment 975,692           6,939            -                     982,631           
Infrastructure 6,877,864        5,860,523    -                     12,738,387     

Subtotal 19,227,617     6,746,327    365,366       25,608,578     

Less accumulated depreciation for:
Buildings and storage bins 1,338,493        61,595         -                     1,400,088        
Road equipment 7,454,547        882,354       339,256       7,997,645        
Other equipment 577,325           52,366         -                     629,691           
Infrastructure 170,642           533,008       -                     703,650           

Subtotal 9,541,007        1,529,323    339,256       10,731,074     

Net capital assets
being depreciated 9,686,610        5,217,004    26,110         14,877,504     

Net capital assets 12,497,845$   6,611,617$ 26,110$       19,083,352$    

GASB Statement No. 34 requires the Road Commission to report and depreciate new 
infrastructure assets.  Infrastructure assets include roads, bridges, underground pipe 
(other than related to utilities), traffic signals, etc.  These infrastructure assets are likely 
to be the largest asset class of the Road Commission.  The retroactive reporting of 
infrastructure, required by GASB 34, is subject to an extended implementation period 
and is first effective for the Road Commission’s 2007 fiscal year.  The Road Commission 
has elected to implement the general provisions of GASB Statement No. 34 and plan to 
implement the retroactive provisions for infrastructure assets in a fiscal year ending no 
later than September 30, 2007. 
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Note 5 – Deferred Revenues 

Deferred revenues for the year ended September 30, 2004 were as follows: 

Unavailable

Special assessment receivable 515,252$         
Due from Federal government 1,343,741        

Total 1,858,993$       

Deferred revenue was reclassified to net assets on the government wide financial 
statements since these amounts represent revenue earned in prior years. 

Note 6 – Other Long-Term Liabilities 

Insurance Programs 

The Road Commission is exposed to various risks related to property loss, torts, errors 
and omissions, and employee injuries (workers' compensation), as well as medical 
benefits provided to employees.  The Road Commission has purchased commercial 
insurance for torts, errors and omissions and for medical benefit claims.  The Road 
Commission participates in the Michigan County Road Commission Self-Insurance Pool 
for tort, errors and omissions and property liability.  The Road Commission participates 
in the County Road Association Self-Insurance Fund for worker’s compensation 
insurance.  Settled claims relating to the commercial insurance have not exceeded the 
amount of insurance coverage in any of the past three fiscal years.    

The Michigan County Road Commission Self-Insurance Pool and County Road 
Association Self-Insurance Fund programs operate as a common risk-sharing 
management program for road commission units in Michigan; member premiums are 
used to purchase commercial excess insurance coverage and to pay member claims in 
excess of deductible amounts.   

Compensated Absences 

The compensated absences liability represents the estimated liability to be paid 
employees under the Road Commission’s leave policies.  Under the Road Commission’s 
policy, employees earn vacation time based on time of service with the Road 
Commission.   
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Note 7 – Long-Term Debt 

Outstanding Debt 

The following is a summary of the debt outstanding of the Road Commission as of September 30, 2004: 

Interest 

Rate

Maturing 

Through

Beginning 

Balance Additions Reductions

Principal 

Outstanding

Amount Due 
Within One 

Year

1998 Michigan Department of

Transportation Bond 4.00% 2008 625,000$       -   $                  (125,000)$      500,000$       125,000$       

2000 Michigan Department of 4.5% to 
Transportation Bond 4.75% 2010 2,790,000      -                       (250,000)        2,540,000      300,000          

Berrien Township - Note Payable - 2014 519,800          -                       (50,000)           469,800          50,000            

Watervliet Township - Note Payable - 2005 69,650            -                       (25,000)           44,650            25,000            

Bainbridge Township - Note Payable - 2005 60,483            -                       (25,000)           35,483            25,000            

Oronoko Township - Note Payable - 2007 -                       97,200            (25,000)           72,200            -                       

Buchanan Township - Note Payable - 2007 -                       102,800          (25,000)           77,800            -                       

AIS Construction - Machinery and
Equipment Capital lease 4.19 2004 60,116            -                       (60,116)           -                       -                       

Case Credit - Machinery and
Equipment Capital lease 4.47 2004 27,424            -                       (27,424)           -                       -                       

Public Finance.com - Machinery and
Equipment Capital lease 3.49% 2006 -                       182,000          (62,760)           119,240          58,598            

Total 4,152,473$    382,000$       (675,300)$      3,859,173$    583,598$       
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Note 7 – Long-Term Debt (Continued) 

Changes in Long-Term Debt 

The following is a summary of long-term debt transactions of the Road Commission for 
the year ended September 30, 2004: 

Balance - Beginning of year 4,152,473$      
Additional borrowings 382,000           
Debt retired (675,300)          

Balance - End of year 3,859,173$       

Debt Service Requirements 

The annual principal and interest requirements to service all debt outstanding as of 
September 30, 2004, (excluding liabilities for compensated absences) are as follows: 

Fiscal Years Ending 
September 30 Principal Interest Total

2005 583,598$         134,662$         718,260$         
2006 665,775           112,992           778,767           
2007 625,000           90,038             715,038           
2008 525,000           69,025             594,025           
2009 400,000           47,838             447,838           
2010-2014 1,059,800        40,750             1,100,550        

Total 3,859,173$      495,305$         4,354,478$       
Interest 

Interest expense of the Road Commission for the year ended September 30, 2004 was 
$148,381. 
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Note 8 – Budget Information 

The annual budget is prepared by the Road Commission management and adopted by 
the Board of Road Commissioners; subsequent amendments are approved by the 
Board of Road Commissioners.  Unexpended appropriations lapse at year-end; 
encumbrances are not included as expenditures.  During the current year, the budget 
was amended in a legally permissible manner. 

The budget has been prepared in accordance with accounting principles generally 
accepted in the United States of America. 

The budget has been adopted on an activity basis; expenditures at this level in excess of 
amounts budgeted is a violation of Michigan law.  A comparison of actual results of 
operations to the Road Fund budget as adopted by the Board of Road Commissioners is 
included in the body of the required supplementary information. 

Note 9 – Postemployment Benefits 

The Road Commission offers health care benefits and a death benefit to all full-time 
employees upon retirement.  Benefits are offered to pre-Medicare retirees and their 
dependents in its insured health care plan, with contributions required by the participant. 
 As of September 30, 2004, there were 22 retirees participating in the plan and 
premiums paid by the Road Commission totaled approximately $18,000. 
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Note 10 – Defined Benefit Pension Plan 

Plan Description 

The Road Commission participates in the Berrien County Employees Amended 
Retirement Plan, a County Public Employee Retirement System, which is a cost-
sharing multiple-employer PERS that covers all full-time employees of the Road 
Commission.  The system provides retirement, disability and death benefits to plan 
members and their beneficiaries.  The Berrien County Employees Amended 
Retirement Plan issues a publicly available financial report that includes financial 
statements and required supplementary information for the plan.  That report may be 
obtained by writing to the system at the Berrien County Courthouse, 811 Port Street, 
St. Joseph, Michigan 49085. 

Funding Policy 

The obligation to contribute to and maintain the plan for these employees was 
established by Board resolution and requires a contribution from the employees of 6 
percent of compensation.  The Road Commission is required to contribute at an 
actuarially determined rate, currently 3.35 percent of payroll.  The Road Commission’s 
contributions to the plan for the years ended September 30, 2004, 2003 and 2002 
were $111,403, $111,275 and $177,513, respectively.  The contributions are equal to 
or greater than the required contributions for each year.  



 

   

Supplementary Information 



Berrien County Road Commission 

   22 

Required Supplementary Information 
Budgetary Comparison Schedule – Road Fund 

Year Ended September 30, 2004 

Original 

Budget

Amended 

Budget Actual

Variance 
Favorable 

(Unfavorable)
Revenue

State aid - Act 51 11,605,000$  11,365,000$  11,322,156$  (42,844)$       
Federal/state sources 4,490,250      3,310,000      2,530,565      (779,435)       
Revenue from local governments 732,000          590,000          1,047,733      457,733        
Special assessments 150,000          150,000          128,813          (21,187)         
Contribution in-kind -                       -                       22,877            22,877           
Interest, fees and other revenue 77,000            54,500            154,254          99,754           

Total revenue 17,054,250    15,469,500    15,206,398    (263,102)       

Expenditures
Current:

Primary construction 5,000              10,000            4,357              5,643             
Primary heavy maintenance 4,458,500      2,855,000      2,211,663      643,337        
Primary heavy maintenance - safety 515,600          20,000            7,932              12,068           
Primary heavy maintenance - bridges 529,000          940,000          738,318          201,682        
Local construction 1,000              1,000              -                       1,000             
Local heavy maintenance 299,000          735,000          691,320          43,680           
Local heavy maintenance - safety 116,000          46,000            -                       46,000           
Local heavy maintenance - bridges 1,535,000      900,000          1,235,502      (335,502)       
Primary maintenance 3,770,000      3,920,000      3,776,800      143,200        
Local maintenance 3,380,000      3,800,000      3,716,359      83,641           
Charges for services 130,000          130,000          57,847            72,153           
Administrative 929,000          979,935          1,030,619      (50,684)         
State maintenance 55,000            35,000            -                       35,000           
Equipment and capital outlay - Net of 

depreciation credits 690,000          460,000          301,945          158,055        
Debt service:

Principal retirement 562,622          562,622          675,300          (112,678)       
Interest/fees 151,757          151,757          181,888          (30,131)         

Total expenditures 17,127,479    15,546,314    14,629,850    916,464        

Excess (Deficiency) of Revenue Over Expenditures (73,229)           (76,814)           576,548          653,362        

Other Financing Sources 
Proceeds from sale of assets 100,000          91,500            92,432            932                
Long-term debt proceeds 395,000          395,000          382,000          (13,000)         

Total other financing sources 495,000          486,500          474,432          (12,068)         

Excess (Deficiency) of Revenue and Other
Financing Sources over Expenditures 421,771          409,686          1,050,980      641,294        

Fund Balance - Beginning of year 3,018,296      3,578,958      3,578,958      -                      

Fund Balance - End of year 3,440,067$  3,988,644$  4,629,938$  641,294$     
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Other Supplementary Information 
Analysis of Changes in Road Fund Balances 

Year Ended September 30, 2004 

Primary Road Local Road County Road Total

Total Revenue 9,691,648$   5,464,954$  49,796$       15,206,398$ 

Total Expenditures 8,258,658     6,310,532    60,660         14,629,850   

Excess (Deficiency) of Revenue
Over Expenditures 1,432,990     (845,578)      (10,864)        576,548        

Other Financing Sources -                    -                   474,432       474,432        

Excess (Deficiency) of Revenue
and Other Financing Sources 
Over Expenditures 1,432,990     (845,578)      463,568       1,050,980     

Interfund Transfer (845,578)       845,578       -                   -                    

Fund Balance - Beginning of year 3,677,713     -                   1,232,046    3,578,958     

Fund Balance - End of year 4,265,125$   -   $              1,695,614$  4,629,938$    
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Other Supplementary Information 
Analysis of Road Fund Revenue 

Year Ended September 30, 2004 

Primary Road Local Road County Road Total
State Aid

Michigan Transportation Fund
Engineering 6,667$             3,333$             -   $               10,000$              
Allocation 6,421,882        3,150,713        -                     9,572,595          
Urban roads 1,112,885        590,237           -                     1,703,122          

Critical bridge -                         155,262           -                     155,262              
Snow removal 24,291             12,146             -                     36,437                

Federal Aid
Surface Transportation

Program 1,135,338        -                         -                     1,135,338          
Bridge 597,765           547,860           -                     1,145,625          
Railroad Safety 32,791             -                         -                     32,791                
Federal D Fund 61,549             -                         -                     61,549                

Charges for Service
Trunkline maintenance 58,690             -                         -                     58,690                
Indrive culvert 9,593                9,593                -                     19,186                
Salvage sales -                         -                         3,550            3,550                  
City & Village -                         23,671             -                     23,671                

Contributions
Township 75,000             799,062           -                     874,062              
County -                         150,000           -                     150,000              
Other -                         22,877             -                     22,877                

Other Revenue
Interest earned 26,142             -                         17,574         43,716                
Special assessment - principal & interest 128,813           -                         -                     128,813              
Other 242                   200                   28,672         29,114                

Total revenue 9,691,648$   5,464,954$   49,796$     15,206,398$    
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Other Supplementary Information 
Analysis of Road Fund Expenditures 

Year Ended September 30, 2004 

Primary Road Local Road County Road Total

Primary Road
Construction 4,357$           -   $                -   $                4,357$           
Heavy maintenance 2,211,663      -                     -                     2,211,663      
Maintenance 3,776,800      -                     -                     3,776,800      
Safety 7,932             -                     -                     7,932             

Local Road
Heavy maintenance -                     691,320         -                     691,320         
Maintenance -                     3,716,359      -                     3,716,359      

Primary Road Structures
Heavy maintenance 738,318         -                     -                     738,318         

Local Road Structures
Heavy maintenance -                     1,235,502      -                     1,235,502      

Charges for services 57,847           -                     -                     57,847           

Administrative Expense - Net 560,917         469,702         -                     1,030,619      

Net equipment expense 197,525         197,649         17,281           412,455         

Net capital outlay -                     -                     (110,510)        (110,510)        

Debt Service
Debt principal payments 525,000         -                     150,300         675,300         
Interest expense 178,299         -                     3,589             181,888         

Total expenditures 8,258,658$    6,310,532$    60,660$         14,629,850$   
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Other Supplementary Information 
Statement of Road Fund Administrative Expenditures 

Year Ended September 30, 2004 

Budget Actual

Variance 
Favorable 

(Unfavorable)

Office salaries and wages $ 640,016$       $
Administrative 1,490             
Building maintenance 27,565           
Commissioner's compensation 11,575           
Professional services 64,294           
Conference and travel 27,622           
Traffic and highway surveys 72                  
Office supplies 22,740           
Advertising 9,918             
Annual dues, subscriptions and certificates 13,308           
Telephone 22,547           
Postage 4,187             
Insurance 44,241           
Depreciation 61,595           
Equipment rental 16,974           
Utilities 10,754           
Safety 482                
Miscellaneous  51,299            

Total administrative expenditures 980,000         1,030,679      (50,679)          

Less purchase discounts -                     (60)                 60                  

Net administrative expenditures 980,000$    1,030,619$ (50,619)$      
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Independent Auditor's Report 

To the Board of County Road Commissioners 
Berrien County Road Commission 
 

We have audited the basic financial statements of Berrien County Road Commission for the year 
ended September 30, 2004 and have issued our report thereon dated January 5, 2005.  Those basic 
financial statements are the responsibility of the management of Berrien County Road Commission.  
Our responsibility was to express an opinion on those basic financial statements based on our audit. 

We conducted our audit in accordance with auditing standards generally accepted in the United 
States of America and the standards applicable to financial audits contained in Government Auditing 
Standards, issued by the Comptroller General of the United States.  Those standards require that we 
plan and perform the audit to obtain reasonable assurance about whether the basic financial 
statements are free of material misstatement.  An audit includes examining, on a test basis, evidence 
supporting the amounts and disclosures in the basic financial statements.  An audit also includes 
assessing the accounting principles used and significant estimates made by management, as well as 
evaluating the overall financial statement presentation.  We believe that our audit provides a 
reasonable basis for our opinion. 

Our audit was made for the purpose of forming an opinion on the basic financial statements of 
Berrien County Road Commission taken as a whole.  The accompanying schedule of expenditures 
of federal awards is presented for purposes of additional analysis and is not a required part of the 
basic financial statements.  The information in this schedule has been subjected to the auditing 
procedures applied in the audit of the basic financial statements and, in our opinion, is fairly stated in 
all material respects in relation to the basic financial statements taken as a whole. 

 

January 5, 2005 
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Report Letter on Compliance with Laws and Regulations  
and Internal Control - Basic Financial Statements 

To the Board of County Road Commissioners 
Berrien County Road Commission 
 

We have audited the financial statements of Berrien County Road Commission as of and for the year 
ended September 30, 2004 and have issued our report thereon dated January 5, 2005. We 
conducted our audit in accordance with auditing standards generally accepted in the United States of 
America and the standards applicable to financial audits contained in Government Auditing Standards, 
issued by the Comptroller General of the United States. 

Compliance 

As part of obtaining reasonable assurance about whether Berrien County Road Commission’s  
financial statements are free of material misstatement, we performed tests of its compliance with 
certain provisions of laws, regulations, contracts, and grants, noncompliance with which could have a 
direct and material effect on the determination of financial statement amounts.  However, providing 
an opinion on compliance with those provisions was not an objective of our audit and, accordingly, 
we do not express such an opinion.  The results of our tests disclosed no instances of 
noncompliance that are required to be reported under Government Auditing Standards.  

Internal Control Over Financial Reporting 

In planning and performing our audit, we considered Berrien County Road Commission’s  internal 
control over financial reporting in order to determine our auditing procedures for the purpose of 
expressing our opinion on the financial statements and not to provide assurance on the internal 
control over financial reporting. Our consideration of the internal control over financial reporting 
would not necessarily disclose all matters in the internal control over financial reporting that might be 
material weaknesses.  A material weakness is a condition in which the design or operation of one or 
more of the internal control components does not reduce to a relatively low level the risk that 
misstatements in amounts that would be material in relation to the financial statements being audited 
may occur and not be detected within a timely period by employees in the normal course of 
performing their assigned functions.  We noted no matters involving the internal control over 
financial reporting and its operation that we consider to be material weaknesses. 



To the Board of County Road Commissioners 
Berrien County Road Commission 
 
 

 3 

This report is intended solely for the information and use of the Board, management, federal 
awarding agencies, and pass-through entities and is not intended to be and should not be used by 
anyone other than these specified parties. 

 

January 5, 2005 

 

 



 
 

   4 

Report Letter on Compliance with Laws and Regulations and  
Internal Control - Major Federal Awards 

To the Board of County Road Commissioners 
Berrien County Road Commission 

Compliance 
 

We have audited the compliance of Berrien County Road Commission with the types of compliance 
requirements described in the U.S. Office of Management and Budget (OMB) Circular A-133 
Compliance Supplement that are applicable to its major federal program for the year ended 
September 30, 2004. The major federal programs of Berrien County Road Commission are 
identified in the summary of auditor's results section of the accompanying schedule of findings and 
questioned costs.  Compliance with the requirements of laws, regulations, contracts, and grants 
applicable to its major federal program is the responsibility of Berrien County Road Commission’s  
management.  Our responsibility is to express an opinion on Berrien County Road Commission’s  
compliance based on our audit. 

We conducted our audit of compliance in accordance with auditing standards generally accepted in 
the United States of America; the standards applicable to financial audits contained in Government 
Auditing Standards, issued by the Comptroller General of the United States; and OMB Circular A-
133, Audits of States, Local Governments, and Non-Profit Organizations.  Those standards and OMB 
Circular A-133 require that we plan and perform the audit to obtain reasonable assurance about 
whether noncompliance with the types of compliance requirements referred to above that could 
have a direct and material effect on a major federal program occurred.  An audit includes examining, 
on a test basis, evidence about Berrien County Road Commission’s  compliance with those 
requirements and performing such other procedures as we considered necessary in the 
circumstances.  We believe that our audit provides a reasonable basis for our opinion.  Our audit 
does not provide a legal determination on Berrien County Road Commission’s  compliance with 
those requirements. 

In our opinion, Berrien County Road Commission complied, in all material respects, with the 
requirements referred to above that are applicable to its major federal program for the year ended 
September 30, 2004.  



To the Board of County Road Commissioners 
Berrien County Road Commission 
 
 

   5 

Internal Control Over Compliance 

The management of Berrien County Road Commission is responsible for establishing and 
maintaining effective internal control over compliance with requirements of laws, regulations, 
contracts, and grants applicable to federal programs.  In planning and performing our audit, we 
considered Berrien County Road Commission’s  internal control over compliance with requirements 
that could have a direct and material effect on a major federal program in order to determine our 
auditing procedures for the purpose of expressing our opinion on compliance and to test and report 
on internal control over compliance in accordance with OMB Circular A-133. 

Our consideration of the internal control over compliance would not necessarily disclose all matters 
in the internal control that might be material weaknesses.  A material weakness is a condition in 
which the design or operation of one or more of the internal control components does not reduce 
to a relatively low level the risk that noncompliance with applicable requirements of laws, 
regulations, contracts, and grants that would be material in relation to a major federal program being 
audited may occur and not be detected within a timely period by employees in the normal course of 
performing their assigned functions.  We noted no matters involving the internal control over 
compliance and its operation that we consider to be material weaknesses.  

This report is intended solely for the information and use of the Board, management, federal 
awarding agencies, and pass-through entities and is not intended to be and should not be used by 
anyone other than these specified parties. 

 

January 5, 2005 
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Schedule of Expenditures of Federal Awards 
Year Ended September 30, 2004 

Back 

Federal Agency/Pass-through Agency 
Program Title

CFDA 
Number

Pass-through 
Entity 

Project/Grant 
Number

Award
Amount

Federal 
Expenditures

U.S. Department of Transportation 20.205 DD0019 230,000$       61,549$         
Highway research, planning, and GG0037 471,810         167,900         

construction administered by HH2570 3,139,905      230,000         
Michigan Department of HH3426 677,927         321,304         
Transportation HH3441 319,645         152,671         

HH3564 205,564         17,418           
HH3984 659,642         233                
RR2543 333,388         400                
RR2953 1,590,000      597,365         
RR3072 1,035,079      201,976         
RR3074 604,437         13,196           
RR3080 393,847         332,687         
RR3528 415,515         67,418           
RR4114 282,631         30,163           
YY0107 142,046         27,241           
YY0179 195,147         120,991         

386000191 175,469         32,791           

Total U.S. Department of Transportation 10,872,052$  2,375,303$     
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Note 1 - Significant Accounting Policies  

The accompanying schedule of expenditures of federal awards includes the federal grant 
activity of Berrien County Road Commission and is presented on the same basis of 
accounting as the basic financial statements.  The information in this schedule is 
presented in accordance with the requirements of OMB Circular A-133, Audits of States, 
Local Governments, and Non-Profit Organizations.  Therefore, some amounts presented 
in this schedule may differ from amounts presented in, or used in the preparation of, the 
basic financial statements. 

Revenue from federal/state sources - As reported on 
    financial statements (includes all funds) 2,530,565$      

Less state sources 155,262           

Federal expenditures per the schedule of expenditures 
    of federal awards 2,375,303$       
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Section I - Summary of Auditor's Results 

Financial Statements 
 
Type of auditor’s report issued: Unqualified 

Internal control over financial reporting: 

• Material weakness(es) identified?           Yes     X     No 

• Reportable condition(s) identified that are  
not considered to be material weaknesses?            Yes     X     None reported 

Noncompliance material to financial  
statements noted?            Yes     X    No 

Federal Awards 
 
Internal control over major program(s): 

• Material weakness(es) identified?           Yes     X     No 

• Reportable condition(s) identified that are  
not considered to be material weaknesses?            Yes      X    None reported 

Type of auditor’s report issued on compliance for major program(s):  Unqualified 

Any audit findings disclosed that are required 
to be reported in accordance with  
Section 510(a) of Circular A-133?           Yes      X   No 

Identification of major program: 

CFDA  Number(s) Name of Federal Program or Cluster
20.205 Highway research, planning and construction  

Dollar threshold used to distinguish between type A and type B programs:   $300,000 

Auditee qualified as low risk auditee?       X    Yes          No 
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Section II - Financial Statement Audit Findings (18) Back 

Reference 
Number  Findings 

  None  
 
Section II – Federal Program Audit Findings 

Reference 
Number  Findings 

  None  
 
 
 



 

 

 
 
 
 
Commission Members 
Berrien County Road Commission  
Benton Harbor, Michigan 49022 

In connection with our audit of the books and records of the Berrien County Road Commission for 
the year ended September 30, 2004, we offer the following comments and suggestions: 
 
Readiness of the Accounting Staff – We would like to extend our compliments to the accounting 
staff for their extra effort to be ready for the audit this year.  The staff spent considerable time 
preparing for the audit by reconciling accounts and preparing schedules.  This extra effort resulted in 
less audit adjustments this year.  In the future, it is our understanding that the accounting staff will 
have almost all of the year end adjustments made before the audit begins.   
 

BETTER INFORMATION PROCESSING FOR IMPROVED DECISION MAKING 
 
Financial Statement Review Process – We continue to recommend that management institute a 
monthly or quarterly financial statement review process.  The computer software system should be 
able to generate customized reports that can be reviewed and analyzed by management to identify 
any errors or omissions before year-end.  This will reduce the need for year-end reclassification 
entries. 
 
Accounting for Capital Assets – The Road Commission’s accounting system has tremendous 
capability with regards to the tracking and maintenance of capital acquisitions and disposals.  
Currently, only vehicles are being accounted for within this component of the accounting system.  
Considering that the Road Commission will be required to retroactively capitalize 20+ years of 
infrastructure (dating back to June 30, 1980) by fiscal year ending September 30, 2007, we 
recommend that all assets be accounted for within the new system.  A monthly or quarterly 
reconciliation should be performed to identify any discrepancies.  We are aware that the staff is 
exploring the best options for tracking these items and we would recommend that a more 
consistent approach is applied for all types of capital assets. 
 
Bank Reconciliations – During the audit of cash, it was noted that there continue to be some very 
old reconciling items (i.e. outstanding checks).  We recommend that these items be reviewed and 
resolved during the next year.  It is our understanding that the accounting staff has begun this 
process. 
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Also, we noticed that both the payroll and voucher accounts are imprest accounts, yet the bank 
reconciliations seldom balanced to zero.  An imprest account is designed to improve safeguarding of 
cash by depositing an exact amount into one account equal to the amounts to be withdrawn.  It is 
our understanding that the accounting staff has already identified most of the discrepancies causing 
this issue. 
 
Capitalization Policy – During the audit, the Road Commission staff was unable to locate a formal 
capitalization policy.  It is our understanding that the policy is also very old.  We recommend that an 
updated policy be drafted and approved by the board. 
 
IMPROVING INTERNAL CONTROLS TO BETTER PROTECT ASSETS 
 
Control Over the Manual Journal Entry Process– While testing manual journal entries, we 
noted that there is little or no independent review of manual entries.  We recommend that the 
Director of Finance review manual journal entries made by staff and that the Engineer-Manager 
review the manual entries made by the Director of Finance.  This process would add an essential 
level of internal control over the general ledger system. 

 
Consistency in the Compensated Absence Process – During our review of compensated 
absences, we noted that there is no official “time-off request” form.  Some departments use various 
forms, while others utilize verbal requests.  We recommend that this policy be formalized and 
consistently enforced to avoid any possible confusion or personnel issues that can result from 
inconsistencies.   
 
NEW PRONOUNCEMENT 
 
Retiree Health Care Benefits - The Governmental Accounting Standards Board has recently 
released Statement Number 45, Accounting and Reporting by Employers for Postemployment 
Benefits Other Than Pensions. The new pronouncement provides guidance for local units of 
government in recognizing the cost of retiree health care, as well as any “other” postemployment 
benefits (other than pensions). The intent of the new rules is to recognize the cost of providing 
retiree health care coverage over the working life of the employee, rather than at the time the 
health care premiums are paid. These new rules will apply to the government wide financial 
statements, rather than the individual fund level. As a result, you will not need to change your 
budgeting practices. 
 
The new pronouncement will require a valuation of the obligation to provide retiree health care 
benefits, including an amortization of the past service cost over a period of up to 30 years. The 
valuation must include an annual recommended contribution (ARC). While the ARC does not need 
to be funded each year, any under funding must be reported as a liability on the government wide 
statement of net assets.  
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This valuation will need to be performed by an actuary if the total participants exceed 100. 
Participants are defined as employees in active service, terminated employees not yet receiving 
benefits, plus retirees and beneficiaries currently receiving benefits. For plans with 100 to 200 
participants, the actuarial valuation must be at least every three years; for those over 200 
participants, at least every other year.  
 
This statement is being phased in over a three year period, similar to GASB 34. It is effective for fiscal 
years beginning after December 15, 2006, 2007 or 2008 depending on whether your revenues are 
over $100 million, between $10 million and $100 million, or under $10 million. Therefore, the Road 
Commission will be required to implement the pronouncement in the fiscal year beginning October 
1, 2008.  Remember that planning to make the annual recommended contribution generally requires 
up to three to six months for an actuarial valuation plus six months lead time to work the numbers 
into the budget. Therefore, we recommend that you begin the actuarial valuation at least one year 
prior to the above dates.  
 
We sincerely thank you and appreciate the courtesy and cooperation extended to us by you and 
members of your Organization during the audit.  We appreciate the opportunity to present these 
recommendations for your consideration and will be pleased to discuss them further at your 
convenience. 
 
This report is intended solely for the information and use of the Road Commission’s Board and 
Management. 
 
 
 
January 5, 2005 
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